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[4210-01] 


DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT 


Office of the Assistant Secretary for 
Community Planning and Development 
[24 CFR Part 570] 


[Docket No. R-78-562) 


COMMUNITY DEVELOPMENT BLOCK GRANTS 
(CDBG) 


Grant Administration Requirements for Lump 
Sum Drawdown of CDBG Funds for Property 
Rehabilitation Financing 


AGENCY: Department of Housing 
and Urban Development. 


ACTION: Proposed rulemaking. 


SUMMARY: HUD is soliciting com- 
ments on proposed amendments of 
certain regulations governing the com- 
munity block grant program. These 
proposed regulations are designed to 
incorporate the provisions of the 
Housing and Community Development 
Act of 1977. The proposed regulations 
would permit grant recipients to with- 
draw funds in a single lump sum to fi- 
nance the rehabilitation of privately 
owned properties. Localities would be 
able to use the loan repayments for 
additional loans without securing fur- 
ther approval from the Department of 
Housing and Urban Development. ~ 


DATE: Comments must be received on 
or before September 5, 1978. 


ADDRESS: Comments should be ad- 
dressed to Office of Rules Docket 
Clerk, Office of the General Counsel, 
Room 5218, 451 Seventh Street SW., 
Washington, D.C. 20410. 


FOR FURTHER INFORMATION 
CONTACT: 


Mr. Leonard Czarniecki, Relocation 
and Development Services Division, 
Department of Housing and Urban 
Development, Washington, D.C. 
20410, 202-755-6300. 


SUPPLEMENTARY INFORMATION: 
BacKGROUND 


Legislative changes include amend- 
ment of the Housing and Community 
Development Act of 1974 by the addi- 
tion to section 104 of a new subsection 
104(i1) which authorizes the Secre- 
tary of the Department of Housing 
and Urban Development to permit 
CDBG grant recipients to draw in one 
payment amounts designated in the 
community development application 
and approved by the Secretary for the 
establishment in a private financial in- 
stitution of a rehabilitation fund. 

Localities will now be able to estab- 
lish a rehabilitation fund with a lump 
sum drawdown. Localities will be able 
to use the loan repayments for addi- 
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tional loans without securing further 
approval from the Department of 
Housing and Urban Development. 


Basic REQUIREMENTS 


Section 570.513 sets forth the re- 
quirements under which a recipient 
may draw funds from the letter of 
credit in a single lump sum to finance 
the rehabilitation of privately owned 
properties. 

Section 570.513(a) defines ‘“Rehabili- 
tation Fund” and other key terms 
used in these regulations. 

Section 570.513(b) sets forth the re- 
quirment that a written agreement for 
the deposit of block grant funds to es- 
tablish a rehabilitation fund shall be 
executed by the block grant recipient 
and participating private financial 
institution(s). The agreement can 


cover a period up to 2 years and must 


specifically describe the obligations 
and responsibilities of the parties and 
the .terms and conditions on which 
such funds are to be deposited and 
used consistent with the requirements 
of this section. 

The eligible uses of rehabilitation 
funds drawn as a lump sum are set 
forth in § 570.513(c). 

Section 570.513(d) requires that 
where the rehabilitation fund or other 
block grant assistance is used to subsi- 
dize or guarantee the payment of re- 
habilitation loans made with private 
funds, or is used to provide a supple- 
mental loan or grant to the borrower 
of private funds, the rehabilitation 
loans made with such private funds 
shall be subject to the same require- 
ments as are applicable to direct loan 
or grant assistance provided for the re- 
habilitation of private property under 
this part. . 

Section 570.513(e) sets forth the re- 
quirement that the use of the funds 
deposited for the rehabilitation fi- 
nancing activity must start within 45 
days of the deposit. 

Section 570.513(f) covers the require- 
ments for the return of unused depos- 
its between the applicant and the par- 
ticipating financial institution(s). In 
addition, this section requires that the 
block grant recipient shall reserve the 
right to withdraw from the rehabilita- 
tion fund any unobligated amounts re- 
quired by HUD in the exercise of cor- 
rective or remedial actions authorized 
under § 570.910(b) of the regulations. 

Section 570.513(g) requires that in- 
terest earned be used for the rehabili- 
tation program. 

The requirements for the timing and 
essential elements of a request for 
HUD review and approval of a lump 
sum drawdown are set forth in 
§ 570.513(h). 


HUD AREA OFFICE APPROVAL 


HUD area office review and approval 
is required prior to drawdown and will 


normally be carried out as part of the 
review and approval of the block grant 
application. Section .570.513(i) sets 
forth the criteria for HUD area office 
approval of a lump sum drawdown re- 
muest. The HUD area office will ap- 
} “ove the request for lump sum draw- 
down if the proposed lump sum draw- 
down agreement includes, at a mini- 
mum, one or more of the commit- 
ments set forth in §570.513(i)(1), 
meets the benefit tests set forth in 
§ 570.513(i(2) and complies with the 
requirements for the basis of the level 
of drawdown as_ set forth in 
§ 570.513(i)(3). 


REVIEW AND EVALUATION OF COMMENTS 
ON PROPOSED RULES 


With respect to all of the above, in- 
terested persons are invited to partici- 
pate in the making of the final rule by 
submitting written comments or views 
on the proposed amendments. Com- 
ments should be addressed to the 
Rules Docket Clerk, Room 5218, De- 
partment of Housing and Urban De- 
velopment, 451 Seventh Street SW., 
Washington, D.C. 20410. All relevant 
comments received on or before the 
date specified above will be considered 
before adoption of the final rule. 
Copies of comments will be available 
for examination during business hours 
at the above address. 

Findings of inapplicability with re- 
spect to environmental impact have 
been prepared in accordance with 
HUD handbook 1390.1. Copies of the 
statement and findings are available 
for inspection and copying in the 
Office of the Rules Docket Clerk at 
the above address. 

Accordingly, it is proposed to amend 
24 CFR part 570 as follows: 

1. Section 570.503 is revised to read 
as follows: 


§ 570.503 Cash withdrawals. 


(a) Except as provided in § 570.513, 
which covers lump sum drawdowns for 
financing the rehabilitation of private- 
ly owned properties, the timing and 
amount of cash withdrawals from the 
U.S. Treasury by the recipient for ac- 
tivities which are free from all condi- 
tions specified pursuant to §§ 570.311 
or 570.433(b)(2) shall be in accordance 
with U.S. Department of the Treasury 
regulations on withdrawal of cash 
from the Treasury for advances under 
Federal programs (31 CFR part 205), 
as incorporated in HUD handbook 
1900.23 Rev., Letter of Credit Proce- 
dures—Treasury Regional Dispursing 
Office System. 

(b) To the maximum extent practi- 
cable, program income shall be dis- 
bursed prior to making additional 
draws from the letter of credit to fi- 
nance approved community develop- 
ment activities (including local option 
activities) as follows: 
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(1) Program income in the form of 
repayments to a revolving fund, other 
than a fund to finance the rehabilita- 
tion of privately owned properties as 
provided for in § 570.513, established 
to carry out an approved activity, shall 
be substantially disbursed from such 
fund before additional draws are made 
from the letter of credit for the same 
activity. 

(2) All other program income shall 
be substantially disbursed for any ap- 
proved activity before additional 
draws are made from the letter of 


credit. 
2. $570.513 is added to read as fol- 
lows: 


§670.513 Lump sum drawdown for prop- 
erty rehabilitation financing. 


Subject to the conditions prescribed 
in this section recipients of grants 
under this Part may draw funds from 
the letter of credit in a single lump 
sum to establish a rehabilitation fund 
in a private financial institution for 
the purpose of financing the rehabili- 
tation of privately owned properties as 
a part of the recipient’s community 
development program. 

(a) Definitions. (1) “Rehabilitation 
fund” means a fund established with 
block grants drawn down in a lump 
sum from the recipient’s letter of 
credit for use in a rehabilitation fi- 
nancing program under the terms of 
an agreement between the block grant 
recipient and the depository private fi- 
nancial institution pursuant to the re- 
quirements of this section. (2) ‘Private 
financial institution” means a deposi- 
tory which is a party to such an agree- 
ment. (3) “Private funds” means the 
funds of the private financial institu- 
tion. 

(b) Requirement for agreement. A 
written agreement for the deposit of 
block grant funds to establish a reha- 
bilitation funds shall be executed by 
the block grant recipient and partici- 
pating private financial institution(s). 
The agreement shall cover a period 
not to exceed two years and shall spe- 
cifically describe the obligations and 
responsibilities of the parties and the 
terms and conditions on which such 
funds are to be deposited and used 
consistent with the requirements of 
this section. The description of the 
proposed use of deposited funds in the 
agreement shall include a statement 
on the intended use of loan repay- 
ments and interest earned. The agree- 
ment shall expressly provide that its 
terms and conditions are subject to 
the provisions governing lump sum 
drawdowns for property rehabilitation 
§570.513 of the HUD regulations on 
community development block grants, 
24 CFR Part 570. 

(c) Uses of rehabilitation fund. The 
rehabilitation fund may be used for 
the following purposes: 


(1) Make direct rehabilitation loans 
or grants to property owners; 

(2) Pay interest subsidies, or estab- 
lish and escrow account for payment 
of subsidies, on rehabilitation loans 
made to property owners by private fi- 
nancial institutions with private funds; 

(3) Guarantee the repayment of re- 
habilitation loans made to property 
owners by private financial institu- 


' tions with private funds; or 


(4) Serve as collateral for financing 
actually extended to the applicant (or 
applicant’s agency) where such financ- 
ing is used to make rehabilitation 
loans or grants to property owners. 

(5) Payment of reasonable adminis- 
trative fees and charges of the private 
financial institution related to the pro- 
vision of financing for the rehabilita- 
tion of private property. 

(6) Other uses as may be approved 
by HUD consistent with the objectives 
of this section. 

(ad) Rehabilitation loans made with 
private funds. Where the rehabilita- 
tion fund or other block grant assist- 
ance is used to subsidize or guarantee 
the payment of rehabilitation loans 
made with private funds, or is used to 
provide a supplemental loan or grant 
to the borrower of the private funds, 
the rehabilitation loans made with 
such private funds shall be subject to 
the same requirements (excluding the 
treatment of loan repayments as pro- 
gram income) as are applicable to 
direct loan or grant assistance pro- 
vided for the rehabilitation of private 
property under this Part. 

(e) Time limit on start of use of de- 
posited funds. Use of the deposited 
funds for rehabilitation financing as- 
sistance (e.g., first loan is made, subsi- 
dized or guaranteed) must start within 
45 days of the deposit. Should use of 
deposited funds not start within 
within 45 days, the recipient may be 
required by HUD to return all or part 
of the deposited funds to the letter of 
credit. 

(f) Return of unused deposits. At the 
termination of the period of the agree- 
ment, all unused funds then on depos- 
it shall be returned to the recipient’s 
letier of credit unless the block grant 
recipient has been or is being author- 
ized by HUD to extend the agreement 
for an additional period. In addition, 
the block grant recipient shall reserve 
the right to withdraw from the reha- 
bilitation fund any  unobligated 
amounts required by HUD in the exer- 
cise of corrective or remedial actions 
authorized under §570.910(b) of the 
regulations. 

(g) Interest earned on the rehabilita- 
tion fund. Interest earned on the reha- 
bilitation fund shall be used pursuant 
to the terms and conditions of the 
agreement consistent with the uses au- 
thorized under paragraph (c) of this 
section. 


(h) Request for HUD review and ap- 
proval of lump sum drawdown. HUD 
area office review and approval of a re- 
quest for a lump sum drawdown is re- 
quired prior to drawdown. HUD review 
shall be carried out as a part of the 
review and approval of a block grant 
application except for lump sum draw- 
down requests in connection with 
block grant applications submitted to 
HUD for review during the 90 day 
period prior to effective date of these 
regulations and lump sum drawdown 
requests for rehabilitation financing 
submitted in conjunction with grants 
made under the Secretary’s fund for 
new communities. Although a request 
submitted in connection with the new 
communities fund is subject to the re- 
quirements of this section, it shall be 
reviewed and approved by the New 
Communities Development Corpora- 
tion, which approves and administers 
grants under the new communities 
fund. The request for drawdown shall 
include: 

(1) A copy of the written agreement 
described in paragraph (b); 

(2) The reasons for the locality’s 
belief that the agreement meets the 
HUD approval standards set forth in 
paragraph (i); and 

(3) Certification, described in para- 
graph (i2)(iB); where the request 
proposes that the benefit to be derived 
from lump sum drawdown qualifies 
under paragraph (i)(2)i). 

di) HUD review criteria for approval 
of lump sum drawdown request. The 
HUD area office shall approve a re- 
quest for lump sum drawdown if it de- 
termines that the funds will be depos- 
ited in one or more private financial 
institutions under an agreement which 
includes, one or more of the commit- 
ments described in paragraph (i)(1) of 
this section; meets the benefit tests de- 
scribed in paragraph (i)(2) of this sec- 
tion; meets the tests concerning the 
amount of drawdown described in 
paragraph (i(3) of this section; and 
otherwise meets the requirements of 
paragraph (b) of this section. 

(1) Commitments by private finan- 
cial institutions. (i) Commitment of 
private funds for the rehabilitation fi- « 
nancing activities in amounts which | 
are substantially in excess of the de- . 
posit of block grant funds; 

(ii) Commitment of private funds for 
rehabilitation financing activities at 
below-market interest rates, or with 
longer repayment periods, or at higher 
risk than would normally be taken; 

(iii) Provision of administrative ser- 
vices by the financial institutions in 
support of the rehabilitation financing 
activities at no cost or at reduced cost. 

(2) Benefit tests. (i) When market 
rate interest is payable on the rehabili- 
tation fund—When interest at the 
market rate for deposits of similar ma- 
turity and size is payable on the reha- 
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bilitation fund, the applicant must cer- 
tify that the commitment under the 
agreement pursuant to paragraph 
(i) provides a significant benefit 
meeting the needs of its rehabilitation 
objectives consistent with its block 
grant application. Such certification 
shall be accepted by the Area Office 
for the purpose of meeting the re- 
quirements of the benefits test of this 
paragraph in the absence of substan- 
tial evidence to the contrary. 

(ii) When market rate interest is not 
payable on the rehabilitation fund— 
When less than the market rate inter- 
est is payable on the rehabilitation 
fund, the value of the benefits of the 
commitment under the agreement 
must be at least equal to the interest 
foregone. The comparison of the bene- 
fit and interest foregone shall be 
based on the following: ; 

(A) Estimate of foregone interest— 
An estimate of the difference between 


PROPOSED RULES 


the interest payable under the agree- 
ment and the amount of interest that 
would be earned on the estimated 
average monthly balance of the reha- 
bilitation fund ‘at the market rate for 
deposits of similar maturity and size. 


(B) Estimate of value of benefits—A 
quantified estimate of the value of the 
benefits of the commitment under the 
agreement. For example, if as a result 
of the deposit the private financial in- 
stitution provides free loan origination 
services, the benefit would be quanti- 
fied as the amount of the direct fee 
that would otherwise have to be paid 
for such services. 


(3) Basis for amount of drawdown. 
The amount of funds that a block 
grant recipient proposes to draw for 
deposit for a rehabilitation fund shall 
not exceed the amount of funds that 
the applicant reasonably expects will 
be required under the terms of the 


agreement during the program year 
based on either: 


(i) Prior level of rehabilitation activi- 
ty; or 

(ii) Rehabilitation staffing and man- 
agement plans of the locality for the 
period of the agreement. 


we * aa 


(Title I, Housing and Community Develop- 
ment Act of 1974 (42 U.S.C. 5301 et seq.); 
Title I, Housing and Community Develop- 
ment Act of 1977 (Pub. L. 95-128); and sec- 
tion 7d), Department of Housing and 
Urban Development Act (42 U.S.C. 3535(d).) 


Issued at Washington, D.C., July 27, 
1978. 


, RosertT C. Emsry, Jr., 
Assistant Secretary for Community 
Planning and Development. 


(FR Doc. 78-21541 Filed 8-2-78; 8:45 am] 
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